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ABSTRACT
Cash is often known as the most important asset of any business. Without cash, it is very diffi  cult to 
sustain a business, let alone to grow it. This study therefore investigated the compilation and usage 
of the statement of cash fl ows and the cash budget in hotels. The former is a historical document 
recording how cash was accumulated and used in the previous accounting period while the latter is 
a forecast to plan for the use of cash in the future. Other cash management practices, ranging from 
deposits, cancellations, and penalties to a list of accounts receivable and accounts payable practices, 
are also discussed. This study also compared how such uses and practices have evolved in the past 
20 years.
Keywords: lodging, statement of cash fl ows, cash budgets, accounts receivable practices, accounts payable practices
Introduction
Cash is the fi rst account in the assets section of a 
balance sheet. It is what fuels the daily operations of 
a hotel. Th e lodging industry has enjoyed a number 
of prosperous years, even with the fi erce competi-
tion from the sharing economy (Dogru, 2019). Yet, 
there are also signs that in 2020, the industry may 
see the beginning of a slowdown. As early as January 
of 2019, both Smith Travel Research and Tourism 
Economics revised their 2019 RevPAR growth from 
2.3% to 2.0% and predicted only a 1.9% RevPAR 
growth for 2020 (HNN Newswire, 2019). CBRE fur-
ther confi rmed in February that while the outlook 
of the lodging industry was positive and noted an 
estimated increase of RevPAR of 2.5% for 2019, it 
also only had 2020 at 2%, and fi nally a slight decline 
in RevPAR of 0.6% for 2021 (Lodging Staff , 2019). 
As the year progressed, CBRE updated its fore-
cast in August 2019, predicting a deceleration for 
the remainder of the year, with a revised RevPAR 
increase of only 0.9% (Hotel Business, 2019). If this 
forecast prevails, the availability of cash is even more 
paramount as any hotel will need cash to pay all its 
obligations, including its payroll. Th erefore, a proper 
understanding of how cash is managed is crucial.
Th e statement of cash fl ows and the cash budget 
have long been used by operations to gauge their 
sources and uses of cash. In the United States, the 
statement of cash fl ow, along with the income state-
ment and the balance sheet, is a required fi nancial 
statement to be fi led by publicly held companies 
with the Securities and Exchange Commission 
since the late 1980s (FASB, 1987). Th e cash budget, 
though not a required fi nancial statement, is a very 
useful management tool employed by businesses to 
estimate the amount of cash receipts and disburse-
ments for a future period, most oft en 90 days or 3 
months (Schmidgall, 2016). Th is may be less true 
for restaurants where most bills are settled via cash 
or credit cards, except perhaps big catered events 
where the amounts owed are billed, and thus cash 
fl ows in a restaurant may not be as huge of a poten-
tial issue compared to hotels. Th is is especially true 
for quick service restaurants where the transactions 
are comprised of smaller amounts and are settled 
before the food is even served to the customers. For 
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the club industry, since its customers are mostly 
its own members (except for a limited percentage 
allowed as non- members paid event), the credit his-
tory of its members has been vetted; thus again, cash 
fl ow, though important, might not be a signifi cant 
potential problem area. However, in hotels, while 
transient and individual business clients pay with 
credit cards upon checkout, many transactions— 
especially catered events, banquets, contract groups, 
and the like— are all billed as accounts receivable. 
Th us, the collection and credit policies are of utmost 
importance, and these policies and practices aff ect 
the amount of cash available for hotels to run their 
operations. While deposits and even cancellation 
penalties can provide cash for a hotel and are com-
mon, these amounts are also limited.
In addition to the statement of cash fl ows, cash 
budget, and accounts receivable policies, two other 
items are also crucial in determining the amount of 
cash in a hotel. First, the account payable policies 
are considered. Similar to its counterpart accounts 
receivable, sensible accounts payable practices, such 
as paying bills at the appropriate time or taking all 
cash discounts, can help a hotel monitor its cash 
level. Second, depreciation, a non- cash expense, is an 
important source of cash for any operation. As this 
expense is not paid to anyone and the cash amount 
still remains in the hotel, it is added to net income 
in the statement of cash fl ows to determine the cash 
fl ows from operating activities. Prudent businesses 
should therefore be saving cash equal to the amount 
of depreciation so they have cash reserves for their 
capital expenditure needs. For all the above rea-
sons, benchmarking and documenting how cash is 
being recorded, forecasted, and managed in hotels 
is timely.
Need for the Study
Th e ability of a hotel to meet its short- term obliga-
tions is so important that there are fi nancial ratios 
strictly for liquidity purposes. Publications such as 
Dun & Bradstreet’s Financial Information Database, 
the Almanac of Business and Industrial Financial 
Ratios, and Risk Management Association’s (RMA) 
Annual Statement Studies all off er industry bench-
marks. For example, in its latest online annual state-
ment studies, RMA reported that hotels with sales 
of $25 million and above had a median current ratio 
(current assets divided by current liabilities) of 0.9, 
with a lower quartile at 0.5 and an upper quartile of 
1.6. Th e average cash and equivalents of a hotel in 
their database further made up 14.4% of total assets. 
In terms of liabilities, while hotels that enjoyed sales 
of $25 million and above reported total liabilities at 
68.5% of assets, fi ve other categories of hotels that 
generated less sales had even higher liabilities per-
centages, with those having sales levels from $10 
million to $25 million reporting liabilities as high as 
89.8% (Robert Morris Associates, 1977). Hotels with 
such high debt levels invariably need to meet higher 
debt service obligations, making cash an even more 
important element to understand.
Although research has been performed on the 
statement of cash fl ows and the cash budget (Deo, 
2016; Miao et al., 2016; Petro, 2011; Silwoski, 2018), 
it was conducted on how other businesses, including 
how foreign governments (Stasavage & Moyo, 2000) 
and the healthcare industry (Hauser et al., 1991), 
can benefi t from a cash budget, not on the hospi-
tality industry. When Hesford and Potter (2010) 
documented the types of hospitality accounting 
research published in the Cornell Quarterly, most 
studies included were on topics such as components 
of restaurant costs, budgeting, annual and ongoing 
capital expenditures, capital investment decisions, 
product costs, customer costs and profi tability, and 
even sunk costs. While research on budgeting prac-
tices was included, it did not include cash budget-
ing. Th e closest study exploring these two topics was 
published in 1997 (Schmidgall & DeFranco, 1997), 
and before that there was an article on cash manage-
ment by Caraux and Geller (1977), another twenty 
years hence. DeFranco and Schmidgall (2017) did 
publish a more recent study on cash budgets, con-
trols, and management, but it was on the club seg-
ment and not on hotels.
Purpose of the Study
Accordingly, the purpose of this study comprises 
four main objectives:
 1) to benchmark how the statement of cash 
fl ows and the cash budget are used in hotels;
 2) to document the current accounts receivable 
and accounts payable practices including 
deposits, cancellations, and penalties;
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 3) to compare 2018 practices to those of twenty 
years ago; and
 4) to investigate if the size of hotels (as deter-
mined by the number of rooms) aff ects such 
uses and practices mentioned in the objec-
tives (1) and (2) above.
With such information, hotels can assess their own 
practices and make any appropriate adjustments so 
they can remain competitive and viable.
Literature Review
Two Statement Tools for Cash Management
Th e two specifi c statements that refl ect the man-
agement of cash in hotels are the statement of cash 
fl ows and the cash budget. Th e former, as mentioned 
earlier, is a required reporting since fi scal years end-
ing aft er July 15, 1988, per the Financial Account-
ing Standards Board’s Summary of statement no. 
95 (FASB, 1987). Besides the Generally Accepted 
Accounting Principles (GAAP), the International 
Financial Reporting Standards (IFRS), with its IFS7, 
also issues reporting guidelines on the statement 
of cash fl ows (www.ifrs.org). In the lodging indus-
try, the Uniform system of accounts for the lodging 
industry (Hotel Association of New York City, 2014) 
also features the statement of cash fl ows so hotels 
can use this resource not only for reporting but also 
for managing how much cash goes in and out of the 
business.
Th e statement of cash fl ows is important because 
it uses information from both the balance sheet 
and the income statement, as well as any additional 
information such as transaction data, to determine 
how cash is used or provided by the business during 
the accounting period. Th is statement can be com-
piled through either the direct or indirect method, 
depending on the choice of the business. Regardless 
of the method, the statement always has three sec-
tions: operating activities, investing activities, and 
fi nancing activities. Both methods will provide the 
same conclusion as to the amount of net cash pro-
vided by operating activities. However, they diff er 
in the provision of items that explain the change in 
this section of operating activities. For the direct 
method, the cash fl ow from operation activities 
classifi es cash activities into cash receipts and cash 
payments. Th e indirect method, on the other hand, 
begins the section with net income and then adjusts 
the net income fi gure with non- cash expenses such 
as depreciation and amortization, and then includes 
all the changes in current assets and current liabil-
ities as increases or decreases in cash, to derive net 
cash provided by operating activities (Weygandt et 
al., 2009). In the United States, the majority of com-
panies uses the indirect method, as seen in their 10K 
reporting.
Equally as important is the cash budget. While the 
statement of cash fl ows is a reporting requirement 
and its users mostly belong to an external audience, 
the cash budget deals with internal estimates of 
how much cash will be collected or will need to be 
disbursed over a period, and is more of an internal 
nature. Th us, a cash budget is a management tool 
for businesses and has a mostly internal audience, 
where the information provided can assist owners 
on- site and managers in making better fi nancial 
decisions (Schmidgall, 2016). Similar to the state-
ment of cash fl ows, there are diff erent ways to com-
pile a cash budget. Th e two ways used most oft en 
are the cash receipts and disbursement approach 
and the adjusted net income approach (Schmidgall, 
2016); the cash receipts and disbursement approach 
is more popular.
In compiling a cash budget using this approach, 
a business fi rst needs to decide the time period for 
which the budget is to be prepared. Normally, a cash 
budget will be prepared for three to six months, with 
some perhaps up to one year. To begin, a business 
will start with the estimated beginning cash balance 
of the fi rst period of the budget. If the cash budget 
is for a six- month period beginning in July, then 
there will be six columns, one for each month, July 
through December. A hotel will then add all the 
cash it expects to take in for July, which can be cash 
sales, cash collections from accounts receivables 
from previous months, proceeds from the sale of 
assets, etc. Th en, all its expected cash disbursements 
for July, such payroll, taxes, loan repayment, inven-
tory purchases, etc., will be deducted to derive the 
ending cash balance for July. Th is ending cash bal-
ance will become the beginning cash balance of the 
next period— in this case August. An extra, and per-
haps a very important, step is when the estimated 
ending cash is compared to a “target minimum 
cash requirement” (Schmidgall, 2016). It is always 
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preferable to have more cash in the ending balance 
than the targeted amount so the hotel will enjoy a 
surplus and can then plan for how to use the excess 
cash prudently. On the other hand, if the estimated 
ending cash is less than the “target minimum cash 
requirement,” the hotel may need to go into a con-
tingency mode, assess the reasons behind the short-
fall, and take appropriate actions. Th us, the cash 
budget is an excellent planning tool for manage-
ment especially if there are specifi c amounts of cash 
payments a hotel is obligated to comply with during 
the budgeted period. Although most businesses use 
a targeted amount for comparison, Oler and Picconi 
(2014) suggested perhaps a targeted range would be 
more appropriate and allow for certain fl exibility, as 
all the numbers on a cash budget are “estimates” to 
begin with.
Th us, both statements are important tools for 
management and owners, and they provide some 
much needed information. Since cash is one of the 
most important assets in a hotel, the need to study 
and understand the usage of these two tools is 
paramount.
How Have Hotels Been Managing Their Cash?
Whether one has a small limited service hotel of less 
than 100 rooms or a large conference hotel with over 
1,000 rooms with multiple food outlets and other 
amenities, cash is important. Cash is as critical to 
big corporations such as Marriott and Hilton as it 
is to a small single operator- owner. Silwoski (2018) 
stated it best when he described a company as a cash 
machine where, through cash conversion cycles, 
a company produces cash as an output for capital 
projects, seasonal working capital needs, assets to 
be purchased, payments of debt services, and even 
dividends to be paid to shareholders or withdrawals 
for non- corporate owners. And the capital projects, 
etc., would then become input to generate more 
cash in the future as output. Since cash is the essence 
of a company’s survival, it is important for owners 
and operators to be able to visualize a “road map” of 
where the company’s cash came from and how it was 
going to be used in the future.
A comprehensive study on the role of cash fl ow 
information in predicting corporate failure was 
done by Sharma (2001). In 1972, Deaken (as cited in 
Sharma, 2001) concluded that the ratio of cash fl ows 
to total debt could help predict the fi nancial demise 
of a company three years prior to its failure. Largay 
and Stickey, in their 1980 study (as cited in Sharma, 
2001) which stated that cash fl ows from operations 
also could predict failure up to ten years prior to its 
occurrence. Th erefore, the proper analysis of the 
information from the statement of cash fl ows can be 
most useful.
In regard to the cash budget where businesses 
should set targeted cash levels, Oler and Picconi 
(2014) recommended that businesses should con-
sider a “target range” of cash rather than a set 
amount so that when their cash level departs from 
the target range, actions need to be taken. Th e pair 
further emphasized that businesses also needed to 
pay attention to not only the negative deviations but 
also the positive ones. If a business was not able to 
capitalize on a positive deviation, that was an oppor-
tunity lost on future returns. More recent research 
such as Deo’s (2016) study recommended that free 
cash fl ow and change in internal cash fl ow should 
also be watched closely. Deo (2016) asserted that 
these two measures and other income statement and 
balance sheet ratios could assist managers and own-
ers to guard their businesses against future threats.
However, all of this research did not cover the hos-
pitality nor the lodging industry. Th e ones that were 
performed on hospitality were on clubs (DeFranco 
& Schmidgall, 2017; Schmidgall & DeFranco, 2019) 
and those on lodging were carried out twenty years 
ago (Schmidgall & DeFranco, 1998; DeFranco & 
Schmidgall, 1999). In 2004, Ryu and Jang researched 
commercial and casino hotel companies, using both 
cash fl ows ratios and traditional ratios. With the 
amount of cash taken in by hotels via gaming, Ryu 
and Jang (2004) found that casino hotels have sig-
nifi cantly higher liquidity ratios. Th eir research was 
close to the topic of cash in the lodging industry and 
yet it was on ratios and not on cash budgeting and 
the statement of cash fl ows in hotels nor in casino 
hotels. Th us, the literature gap for these two topics 
still exists.
Methodology
To address the objectives of this study, a survey was 
created to benchmark the usage of both the state-
ment of cash fl ows and the cash budget in hotels, 
to document the current accounts receivable and 
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accounts payable practices (including deposits, can-
cellations, and penalties), to compare 2018 practices 
to those of twenty years ago, and to assess if the size 
of hotels (as determined by the number of rooms) 
aff ects such uses and practices mentioned.
Data Collection Instrument
As the literature on the study of the two state-
ments and accounts receivable and payable prac-
tices is scant, an instrument was patterned aft er the 
Schmidgall and DeFranco’s 1997 study. In addition, 
items were also included from other studies outside 
the lodging industry. In particular, new accounts 
receivable and accounts payable practices that were 
not used twenty years ago were added in this cur-
rent version. Th e survey consisted of three parts. 
Part I contained six demographic questions asking 
the title of the respondents and information about 
their hotel. Part II encompassed fi ve questions on 
the statement of cash fl ows. Part III started with 
a few questions collecting information about the 
cash budget and also included questions about the 
amounts of revenues, depreciation, accounts receiv-
able, penalty charges on delinquent accounts, etc. 
Finally, a list of accounts receivable and accounts 
payable practices were presented for the respon-
dents to indicate their usage. Once the survey was 
fi nalized, a pilot was carried out with lodging con-
trollers for further input where suggestions were 
incorporated.
Data Collection Process
Hospitality Financial and Technology Profession-
als (HFTP) is an international, nonprofi t associa-
tion, headquartered in Austin, Texas, with offi  ces in 
Hong Kong, the United Kingdom, the Netherlands, 
and Dubai. HFTP shared the emails of their lodging 
membership who have not opted out of being con-
tacted. A total of 604 email invitations were sent out 
in February 2019. Included in the invitation was a 
link to the survey in the Qualtrics survey platform. 
Th e anonymity of the respondents was protected as 
there was not a link back to the individual responses. 
If a respondent was willing to share further infor-
mation and provided his or her contact informa-
tion, such information was reported separately and 
again cannot be linked back to any individual survey. 
Reminder emails were sent out three times in the fi rst 
weeks of March, April, and May of 2019, resulting in 
a total of 70 responses, or a 11.6% response rate.
Data Analysis
SPSS version 24 was used for data analysis. Descrip-
tive statistics were performed to summarize the 
results of objectives 1, 2, and 3, reporting how the 
statement of cash fl ows and the cash budget were 
used in hotels, the accounts receivable and accounts 
payable practices, and possible diff erences of such 
practices in the last 20 years. For objective 4, Chi- 
Square was executed to determine if the size of the 
hotels, as measured by the number of rooms, would 
aff ect such opinions and practices. As no statistically 
signifi cant results were found from the Chi- Square 
analysis, no results were reported for objective 4.
Results
The Hotels
Directors of fi nance/accounting made up 40.5% of 
the respondents. Th e shift  in titles in the lodging 
industry was apparent. Th e more traditional title 
of controller was only reported at 21.9%, and chief 
fi nancial offi  cer was a close third place at 17.2%. 
Other titles included senior vice president, vice 
president of accounting and fi nance, general man-
ager, corporate and assistant corporate director of 
fi nance, assistant controller, senior accountant, staff  
account, and owner. Almost 75% of the properties 
were luxury (25.0%), upper upscale (28.0%), and 
upscale (21.9%); and over 80% were either full ser-
vice properties (69.4%) or resort properties (15.3%). 
Th e majority (66.1%) of the properties were located 
in a city center and had between 101– 250 rooms 
(27.1%) or 251– 500 rooms (39.0%). Hotels managed 
via a management company made up half (50.8%) of 
the surveyed properties, and owner- managed prop-
erties came in a close second at 42.1%. Table 1 sum-
marizes the results.
Tool #1: The Statement of Cash Flows
Th e fi rst cash management tool, the statement 
of cash fl ows, was widely used as reported by the 
respondents. Th ree- quarters of the respondents 
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prepared the statement of cash fl ows on a monthly 
basis, tracking the sources and uses of cash in the 
operating, investing, and fi nancing activities of the 
hotel. Another 3.8% prepared the statement quar-
terly and 13.5% prepared the statement annually. 
While one respondent stated that his or her the hotel 
never prepared the statement of cash fl ows, another 
one reported that this statement was prepared twice 
a month. Still another shared that while a monthly 
statement of cash fl ows was compiled, snapshots of 
the statement were also prepared on a weekly basis. 
Perhaps the most revealing response regarding the 
usefulness of the statement of cash fl ows was from 
one respondent who stated that formerly, the state-
ment of cash fl ows was completed for auditing pur-
pose; however, it is now updated daily with access 
given to the owners for the fi nancials to be timely 
and transparent.
Regarding the users of this statement, indeed, 
the owners were reported as the main user group 
(52.9%) of the information. Management compa-
nies (40.0%) and management within the property 
(27.1%) were also important user groups, followed 
by asset management companies at 15.7%. Other 
users also reported were franchisors and senior man-
agement at the corporate offi  ce. It was also shared 
that this statement was strictly for internal use from 
one respondent. Since one of the aims in asking the 
users of this statement was to ascertain how widely 
this statement was being distributed, respondents 
could check all parties with whom this informa-
tion was shared, and thus the reported usage total 
percentage exceeded the normal 100%. In addition, 
45.7% of the respondents shared the information 
via email to the management of the properties while 
another 25.7% shared such information at meetings.
As the Uniform system of accounts for the lodging 
industry (USALI) should be used as the guideline to 
compile statements and schedules, it was most heart-
ening that over 90% of the respondents followed the 
USALI in reporting their cash fl ows. Comparing to 
the club industry’s 62.8% (Schmidgall & DeFranco, 
2019), the lodging industry is more consistent in 
its reporting and therefore provides a better means 
to benchmark. Respondents were then asked how 
useful the information provided in the statement of 
cash fl ows was in assisting their management of the 
hotels. Table 2 shares the results that 25.0% rated the 
statement extremely useful, 28.8% very useful, 23.1% 
moderately useful, 7.7% slightly useful, and only 
15.4% said that the statement was not useful at all.
Taking the topic one step deeper, respondents 
were further asked their opinion of the statement 
of cash fl ows in terms of the level of detail of the 
information in the statement and the frequency of 
providing such information for both internal and 
Table 1. Respondents and Hotel Characteristics
Title Percentage
Director of Finance/Accounting 40.5
Controller 21.9
CFO 17.2
General Manager  1.6





























Asset Management Company  5.3
Franchised  1.8
Table 2. Usefulness Comparison: Statement of Cash Flows 
versus Cash Budget




Extremely Useful 25.0 25.0
Very Useful 28.8 30.8
Moderately Useful 23.1 23.1
Slightly Useful  7.7 7.7
Not Useful at All 15.4 13.5
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external users in the last fi ve years. Table 3 summa-
rizes the results and shows that for the past fi ve years 
from 2014– 2018, there were no major changes in the 
detail of information reported to internal (72.0%) 
or external users (70.9%), nor in the frequency of 
providing such information (to internal, 78.0%; to 
external, 77.0%). Indubitably, hotels had been more 
transparent with their fi nancial reporting. Where 
there was a change for either internal or external 
users or in terms of the detail of information or fre-
quency of providing such information, the change 
was more detailed and more frequent reporting. For 
internal users, in terms of “detail,” some respondents 
shared that they started using the USALI or that the 
information was reviewed for more accuracy and 
precision, especially by the owners. In terms of fre-
quency, the comments were all about providing the 
cash fl ows statement on a more regular basis. For 
external users, however, additional loan require-
ments, more detailed descriptions of the working 
capital changes, and more detailed information for 
capex projects were also listed.
Th e fi nal question regarding the statement of cash 
fl ows was to ask the respondents to rate (on a score 
of 1 to 5 with one being least useful and 5 being the 
most useful) the perceived usefulness of the state-
ment to a list of both internal and external users. As 
expected, the one party that was perceived to benefi t 
the most from the statement of cash fl ows was the 
fi nancial lenders (4.38). Both the corporate offi  ce 
and management company ranked second at a score 
of 4.08 with shareholders/owners ranked third at 
3.97, followed closely in fourth place by asset man-
agement company at 3.85. Th e regional offi  ce, board 
of directors and hotel management all had scores 
in the 3.25 to 3.53 range, while the franchisor was 
perceived to benefi t the least from this statement 
with a rating of only 2.15.
Tool #2: The Cash Budget
Th e second tool in this study was the cash budget, 
a statement or report that is managerial in nature, 
focused on the future, and more strategic. Over 70% 
of the respondents affi  rmed to the preparation of a 
cash budget with two respondents sharing that their 
hotels did not prepare one as they had no loans and 
cash was never an issue. Th is, indeed, was good news 
that those two hotels are without any real fi nancial 
concerns at this point, but every hotel should use 
this tool as economic times do change!
Of those who did prepare cash budgets, 38.5% 
prepared their cash budget on an annual basis, 
followed by monthly and weekly, both at 17.3%. 
Others reported their cash budgets were compiled 
quarterly, bi- weekly, and as needed. Two respon-
dents also shared that while their cash budgets were 
prepared annually, they were updated monthly or 
quarterly. Directors of fi nance and accounting, con-
trollers, and CFOs were the three major titles quoted 
as the person who had the primary responsibility of 
preparing the cash budget. Th e corporate personnel, 
such as corporate fi nance, corporate accounting, 
and corporate controllers, was the next group. It 
was also positive to note that while these individuals 
took the lead role, they did involve others in the pro-
cess. Th ese “others” include general managers, other 
accounting staff , department heads, franchisors, and 
personnel from the regional and corporate offi  ces.
When the usefulness of the cash budget and the 
statement of cash fl ows was compared (see Table 2), 
the cash budget received an ever so slightly higher 
total rating of usefulness. With only 13.5% of the 
respondents rating the cash budget and 15.4% of 
the respondents rating the statement of cash fl ows 
as “not useful at all,” it was obvious that both state-
ments are useful tools for the lodging industry to 
various users.
Tool #3: The Non- Cash Expenses— Depreciation
In cash management, hotels had to be cognizant that 
while depreciation expenses reduced earnings before 
tax so the hotel would pay less tax, depreciation was 
a non- cash expense when there was no cash outlay 
Table 3. Degree of Detail and Frequency of Provision of the 









 Detail of Information 18.0 10.0 72.0




 Detail of Information 20.8 8.3 70.9
 Frequency of Provision 
of Information
18.8 4.2 77.0
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or payment. As such, hotels needed to have in place 
a plan to “save” or put aside such amounts. Th ese 
saved amounts would become a source of funds for 
capital projects rather than hotels having to negotiate 
for a loan for such funds in the future. In the mean-
time, if such “saved” amounts can be invested prop-
erly, hotels would even have more resources to grow. 
Th us, four very important questions were asked of 
the respondents: What was the annual depreciation 
expense in 2018?; What was the annual revenue for 
2018?; Do their hotels invest the amount of cash 
equivalent to depreciation expense in a replacement 
account for FF&E?; and If so, what percentage of rev-
enue was set aside for this replacement account?
Th e respondents reported depreciation expenses 
from $25,000 to $12 million with an average of 
$3.36 million. For the same period, total revenues 
were booked at $1.75 million to $330 million with 
an average of $48.39 million. Th is made the aver-
age depreciation 6.94%. Th is number could be a 
very useful indicator as, normally, a higher depre-
ciation to revenue percentage might suggest a hotel 
has newer assets, and with accelerated depreciation 
methods used, more depreciation was taken. As the 
assets of a hotel age and the net book value decreases, 
smaller depreciation expenses could be booked, and 
this could suggest that capital expenditures could be 
needed in the near future. Th us, if hotels track this 
statistic of depreciation to revenue ratio, as this ratio 
decreases, a refresh or renovation could be needed 
soon for the property, and hotels would need to have 
cash resources available for these capital projects.
Only about one- third of the respondents (32.6%) 
admitted that an equivalent amount of cash had 
been invested for replacement projects. Of the 
respondents who had these reinvestments, the 
amount of cash saved was 3% of revenue. According 
to the CapEx 2018 study by the International Soci-
ety of Hospitality Consultants (ISHC), this replace-
ment percentage was as high as 9% for certain types 
of properties. Th erefore, hotels need to pay closer 
attention to this particular annual non- cash expense 
and its eff ects on the cash fl ows in subsequent years.
Tool #4: Policies and Practices— Accounts 
Receivable and Accounts Payable
Accounts receivable and accounts payable, together 
with the policies and practices associated with 
these two accounts, could greatly infl uence the 
cash infl ows and outfl ows in any hotel. To study 
this thoroughly, the survey started with examining 
the amount of accounts receivable. Total accounts 
receivables at the end of 2017 ranged from a low of 
only about $4,000 to a high of $5.4 million, with an 
average of $753,000. At the end of 2018, the average 
dropped a bit to $734,000, with a low of only about 
$800 to a high of $4.4 million. Th e average accounts 
receivable reported for the year was $744,000. So, 
how did the hotels in this study collect all this cash 
due to them?
To begin, 30% of the respondents shared that in 
the past fi ve years, they had performed greater anal-
ysis on their aging of accounts receivables and had 
also been more diligent in their collection. Exam-
ples cited include shift ing away from direct billing, 
limiting the receivable amount, and greater num-
bers of pre- payments or payments guaranteed with 
credit cards. One respondent attributed the suc-
cess of their collection rate to the hotel’s accounts 
receivable associate who kept an eye on all accounts 
resulting in few accounts exceeding the 90 days 
aged category in the past year. Penalty charges and 
deposits also played a critical role, with 95.3% of the 
respondents requiring deposits for scheduled events 
such as wedding receptions. While 41.5% charged 
a percentage of the total estimated bill and 9.8% 
charged a fl at fee, most deposits were a combination 
of both calculations (48.7%). In addition, 97.7% of 
the respondents also charged a cancellation fee or 
penalty for events cancelled too close to the event 
date. When asked the time period that such a can-
cellation fee would apply, 28.6% began charging a 
cancellation fee more than a month before the event 
and another 35.7% utilized a three- week period. 
Only 7.1% would consider levying a cancellation 
fee within a week before the scheduled event was 
supposed to be held. Similar to the deposit, 7.1% of 
the hotels charged a fl at cancellation fee, 45.2% had 
the cancellation fee as a set percentage, while 47.7% 
used a combination of both methods. While hotels 
charged deposits and penalties or cancellation fees, 
only 19.0% of the respondents charged interest on 
delinquent accounts, at a monthly average of 1.5%. 
For most of the hotels that charged interest, this 
practice had been in place for over 10 years.
Table 4 lists 13 oft en- used practices of manag-
ing accounts receivable and 5 oft en- used practices 
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of accounts payable. Respondents were asked if 
they used such practices; as expected, the fi nance/
accounting staff  in the lodging business were run-
ning a tight ship to manage their cash levels. Receiv-
ing payment via credit card ranked fi rst and had 
a 100% usage. Sending invoices and reminders, 
including the suspension of any further charges for 
delinquent accounts, were also used by most and 
ranked second. In terms of accounts payable prac-
tices, the fi nance and accounting staff  understood 
the importance of taking any cash discount off ers 
and timed their payments accordingly to conserve 
cash, and this practice had the highest usage.
A Quick Comparisons— A Tale of Two 
Diff erent Decades
Perhaps what was most interesting was the compar-
ison between the results of a similar survey in 1997 
and the current study. In the last twenty years, tech-
nology has changed the way accounting and billing 
are performed. Th e mid- 1990s saw the emergence 
of emails but at that time, accounting personnel 
would meet with a client to determine if the billing 
amount was correct (especially for group business). 
Additionally, for charges of sizable amounts, e.g., 
over $25,000, the invoice would be sent to the client 
via Federal Express (Schmidgall & DeFranco, 1998). 
Th e internet was just becoming more popular and 
was not used extensively for billing purposes. An 
extra column was therefore added in Table 4 (see 
Table 4) to compare the two decades. For accounts 
receivable practices, the use of cancellation fees and 
deposits was more commonplace in today’s world 
while only 66.1% of the respondents required a 
deposit in 1997.
For accounts payable practices, the use of tech-
nology increased from 67.3% to 95.7%. However, 
many hotels surveyed considered and changed to 
less frequent payment of personnel in 2018. While 
weekly payroll was prevalent in the 1990s (Schmid-
gall & DeFranco, 1998), hotels also recognized the 
need to preserve cash and many changed to paying 
their associates bi- weekly by 2018.
Besides usage, respondents were also asked to 
rate the perceived usefulness of the list of accounts 
receivable and accounts payable practices (on a scale 
of 1 to 5 with 1 being least useful and 5 being the 
most useful). Interestingly, while the usage rates of 
the accounts receivable practices were quite sim-
ilar, the top spot of “useful” practices were shared 
by sending invoices via email and suspending any 
future charges for delinquent accounts, with a score 
of 4.66. A close third was sending invoices as soon 
as the billing cycle closes, with a score of 4.56. Th e 
least useful was receiving payments via lockboxes, 
which only received a 2.48/5.00 rating. For accounts 
payable, the most useful practice, with a score of 
Table 4. Practices in Managing Accounts Receivable and Payable
Accounts Receivable Practices 2018 Percentages 1997 Percentages
1 Receive payments via credit cards 100.0 91.2
T- 2 Send invoices as soon as billing cycle closes 98.6 77.8
T- 2 Send invoices via email 98.6 NA
T- 2 Send reminders after 30 days 98.6 NA
T- 2 Send second reminders after 60 days 98.6 NA
T- 2 Suspend any further charges for delinquent accounts 98.6 NA
7 Charge cancellation fees 97.7 72.5
T- 8 Send invoices via regular mail 95.7 NA
T- 8 Hold monthly credit meetings to discuss 60 days plus accounts 95.7 NA
10 Require deposits 95.3 66.1
T- 11 Send second collection letters after 60 days 88.6 NA
T- 11 Receive payments via lock boxes 88.6 24.6
13 Send collection letters after 30 days 85.7 NA
Accounts Payable Practices Percentages
1 Take 30- day terms when possible except for cash discount 97.1 80.7
T- 2 Use technology to monitor cash level 95.7 67.3
T- 2 Take all cash discounts off ered by suppliers 95.7 60.8
4 Time all payments properly and delay paying bills until deadline 95.7 NA
5 Less frequent payment of personnel (e.g. paying payroll every 
two weeks rather than every week)
80.0 17.0
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4.28/5.00, was taking all 30- day terms when possible 
except for cash discounts, and the least useful prac-
tice was paying personnel less frequently (2.54/5.00).
Conclusions and Implications
Th is research was conducted to study the usage 
of the statement of cash fl ows and the cash bud-
get as well as the various management practices in 
accounts receivable and accounts payable in the 
lodging industry. Furthermore, whether the size of 
hotels would aff ect such usage and practices was 
also investigated. Th erefore, this research focused 
on the process of providing benchmarks for import-
ant accounting practices.
Theoretical Implications
As mentioned, as this research focused on provid-
ing benchmarks and adds to the current literature of 
cash fl ows and cash budgeting in the lodging indus-
try, no specifi c theoretical implications were derived. 
However, the result of this research off ered a num-
ber of possible future topics for consideration. For 
example, one may apply Silwoski’s (1998) model of a 
business as a machine and collect longitudinal data 
of cash as input, to determine how much cash was 
generated by projects, purchases, and investments to 
become input again for the next cycle. Th e same can 
also be done with depreciation expense reinvest-
ment into reserves and how that aff ects future capi-
tal expenditures and the debt level of a hotel. Along 
the same line, perhaps one can also investigate the 
predictability of the usage of the various accounts 
payable or accounts receivable practices on a hotel’s 
cash level. Th erefore, this paper provides a few ideas 
where future research could provide more theoreti-
cal conclusions and contributions.
Managerial Implications
Th e results from this study off ered a number of 
practical and useful implications for lodging man-
agement and owners.
1. Just Do It— The Two Statements
As an advertising slogan says, “Just Do It.” As the 
statement of cash fl ows is a required reporting 
document, all respondents except one stated that the 
statement was prepared. For the one outlier, perhaps 
the individual hotel might not have prepared it; but 
the management company, the corporate offi  ce, or 
the CPA who did the accounting work had to have 
completed the statement. In regard to the cash bud-
get, two of the respondents shared the reasons for 
not preparing one was that their hotels never had 
a cash shortage issue. While all these may be good 
reasons for not preparing the statements, the bene-
fi ts of having these two statements far outweigh the 
cost of preparing them.
A statement of cash fl ows shows a hotel whether 
its cash comes from operating the hotel, from dis-
position of assets, or from loans and new invest-
ments, or if cash is used for reinvesting in the hotel’s 
growth, paying debt, or for other spending ventures. 
Should there be an excess in cash from operations 
and there are no debts to be repaid, then owners 
should look into reinvesting options, whether to 
refresh the property, grow the business, or even 
start planning for a second location for a new prop-
erty. In today’s economy where good associates are 
diffi  cult to retain, perhaps a program of bonuses or 
an educational fund for associates and their fam-
ily members might be great incentives for hotels to 
keep a fi rst- class staff  to serve their guests. With a 
cash budget— again, with the knowledge that per-
haps in a few months that a shortage of cash fl ow 
is shown on the budget— management and owners 
can begin planning on how to address the shortfall, 
either by having programs to boost sales or perhaps 
beginning the negotiations of a short- term loan as 
cash infusion, as such negotiations may take a con-
siderable amount of time, especially when a line of 
credit has not been set. Since 84.6% of the respon-
dents rated the statement of cash fl ows and 86.5% 
rated the cash budget as being useful, perhaps all 
hotels should have these statements prepared on a 
periodic basis.
2. Be Strategic— Analyze and Communicate the 
Two Statements
Since both statements allow hotels to be forward 
thinking, plan, and strategize, it is crucial that hotels 
do not simply compile the statements and fi le them 
away but rather analyze them, share them, and 
use them to their fullest. Th e results of this study 
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showed that 45.7% of the respondents shared the 
statement of cash fl ows via email to management 
in the properties while another 25.7% shared such 
information at meetings. Recall that the statement 
of cash fl ows has three sections: cash provided by 
operating, investing, and fi nancing activities. While 
owners normally make decisions regarding invest-
ing and fi nancing activities, property level manage-
ment and department heads are responsible for all 
the actions leading to the cash provided by oper-
ating activities. Perhaps hotels can begin to simply 
track the cash fl ows provided by operating activities 
as a start. Th en go into the individual line items in 
this section to see how cash is being used or is being 
fl owed into this section. Th e team can then strate-
gize to see how the entire hotel can work together 
to increase cash.
Th e same can be done with the cash budget. Th e 
fi rst action may be to set a realistic target cash range. 
As Oler and Picconi (2014) suggested, using a target 
cash range rather than a certain amount provides 
some fl exibility in data interpretation. Once this 
range is set, the analysis begins. For example, if a cash 
budget shows that there will be extra cash over the 
target range in the coming months, the hotel should 
start planning now as to what the best ways to make 
these funds work for the hotel are. Should this extra 
cash be saved up for rainy days? Should a certain 
debt with a high interest rate be paid off  sooner? On 
the other hand, if a cash budget shows that a hotel’s 
cash level will be below the targeted range in the 
next few months, will the hotel have cash reserves 
to ensure all bills will be paid on time? Or should 
the hotel start looking at its collection policies to see 
if they might have been too lax in their collection 
procedures? From planning to pay cash bonuses at 
Christmas to funding major repairs, proper analysis 
of both statements can be very helpful.
3. Balance Depreciation and Reserves
Normally, when it comes time for a refresh, a hotel 
seldom has enough cash to fund the entire project. 
Th us, two critical issues are raised in this impli-
cation. First, respondents in this study reported 
an average of 6.94% of depreciation expense as a 
percentage of total revenue. It is pertinent that (1) 
hotels need to plan for timely renovations to keep 
up with brand standards and be competitive, and 
(2) hotels need to have the funding for such reno-
vations. Keeping track of this depreciation to total 
revenue ratio can help indicate when such renova-
tions may be needed. Second, less than one- third of 
the respondents (32.6%) shared that an equivalent 
amount of cash had been invested for replacement 
projects. And, even so, the amount of cash saved 
was only 3% of revenue. While this is a start, both 
percentages need to be increased if at all possible. 
Operating a hotel is not an easy task and managing 
cash may even be more diffi  cult. Yet, if expenses 
and reserves are not planned and tracked, hotels 
may fi nd that they are not going to be able to do the 
refresh, perhaps resulting in losing the fl ag!
4. Maximize Benefi ts of Collection Methods
Technology has really changed the way hotels col-
lect their accounts receivables in the past 20 years. 
Th e lockbox, which was only used at a 24.6% rate in 
1977, is used at an 88.6% in 2018. Yet, it is rated as 
the least useful collection method with a rating of 
only 2.48/5.00. On the other end of the scale, bill-
ing via email was rated at 4.66/5.00 and email was 
just becoming popular in the previous study. Com-
mon business sense will say: use all methods, and 
give the guests a choice of payments! Yet, when pay-
ment via credit cards has a 100% usage in 2018 (also 
top ranked at 91.2% usage in 1997) and a rating of 
4.43/5.00 (4th most useful), hotels need to then ana-
lyze its credit card fees. Credit card processing fees 
can range from 2% to 3.5% per transaction. While 
some may be a bit less or more than this range, oth-
ers may charge additional fees as well. Depending 
on the volume and transaction amount, this fee can 
be negotiated. Guests now want to charge on their 
credit cards because they can accrue points for their 
personal uses later. Even business credit cards can 
accrue points. However, when more payments are 
made via credit cards, hotels lose that percentage of 
sales. Th erefore, a close analysis of credit card pro-
cessing fees is critical.
As technology progresses, e- payments are becom-
ing more prevalent. If a hotel has foreign guests who 
are accustomed to paying via e- payments, such an 
option may be a deciding factor for a guest to stay 
at one hotel or another. From automated clearing 
house to virtual credit cards to e- wallet, and diff er-
ent names from Apple Pay to Alipay, hotels need to 
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understand their guests’ preferences and balance that 
to their business model to make proper decisions.
5. Manage the Cash Conversion Cycle
Finally, all these implications and possible actions 
can be further enhanced if hotels can understand 
and manage its cash conversion cycle. While Sil-
woski (2018) explained a company as a cash machine 
where it produces cash as an output for capital proj-
ects, seasonal working capital needs, assets pur-
chases, payments of debt services, etc., Schmidgall 
(2016) explicated the process as a cash conversion 
cycle (CCC). Th e CCC is inventory driven but can 
be applied to any resources as business purchases. 
Basically, it take three ratios— days inventory turn-
over, days accounts receivable turnover, and days 
payable outstanding to calculating how long it will 
take for a hotel to purchase its inventory to selling 
the inventory and extending the credit to its guests, 
to collecting the accounts receivables and also to 
pay what it owes to its purveyors. With a careful 
examination of these three stages and how long it 
takes for each stage to function, hotels can glean 
invaluable information on its purchasing, inventory 
management, accounts receivables, and accounts 
payable policies and practices— and each of these 
steps aff ect cash!
Limitations
Th is paper addresses two very important statements 
and a number of critical policies and procedures 
areas where hotels can better manage their cash. 
However, aft er sending the invitations four times, 
only 70 responses were collected, and the results, 
therefore, are not generalizable to all hotels. And, 
although HFTP’s membership is global, most mem-
bers are from hotels in the United States and there-
fore the geographical generalizability is also reduced. 
Nonetheless, this study still provides a benchmark 
for the industry.
Future Studies
As mentioned, due to the geographical limitation, 
perhaps further studies can be carried out with 
hotel associations in diff erent parts of the world 
to increase the generalizability factor. Moreover, a 
study using the CCC with longitudinal data would 
defi nitely shed some light on the time needed for 
cash to move through a hotel. Th e shorter the CCC, 
the more eff ectively cash is used. Another future 
study could be on depreciation expense reinvest-
ment into reserves and how future capital expen-
ditures and the debt level of a hotel are aff ected. 
Likewise, research for future studies could also be 
carried out in the restaurants and club segments and 
then compared to those of the hotel industry.
References
Caraux, L. P., & Geller, A. N. (1977). Cash management: A 
total system approach for the hotel industry. Cornell Hotel 
and Restaurant Administration Quarterly, 19(3), 46– 55.
DeFranco, A. L., & Schmidgall, R. S. (1999). Cash budgeting 
and its uses in the lodging industry. Bottomline, 14(4), 43– 
45, 47– 48, 51– 52.
DeFranco, A. L., & Schmidgall, R. S. (2017). Cash budgets, 
controls and management in clubs. Journal of Hospitality 
Financial Management, 25(2) 112– 122.
Deo, P. (2016). Evaluating a cash fl ow statement. International 
Journal of Business, Accounting, and Finance, 10(1), 22– 42.




FASB. (1987). Summary of statement no. 95. https://www.fasb.
org/summary/stsum95.shtml
Hauser, R., Edwards, D., Edwards, J., & Hauser, R. (1991). 
Cash budgeting: An underutilized resource management 
tool in not- for- profi t health care entities. Hospital & Health 
Services Administration, 36(3), 439– 446.
Hesford, J. W., & Potter, G. (2010). Accounting research in 
the Cornell Quarterly: A review with suggestion for future 
research. Cornell Hospitality Quarterly, 51(4), 502– 512.
HNN Newswire (2019, January 29). STR, TE downgrade US 
hotel forecast for 2019 and 2020. http://www.hotelnews
now.com/Articles/292560/
STR-TE-downgrade-US-hotel-forecast-for-2019-and-2020
Hotel Association of New York City. (2014). Uniform system 
of accounts for the lodging industry. (11th rev. ed.). Hotel 
Association of New York City.
Hotel Business. (2019, August 30) CBRE: U.S. hotel perfor-
mance slows through 2020. https://www.hotelbusiness.com/
cbre-u-s-hotel-performance-slows-through-2020/
IFRS. (2019, April 15). IAS 7 statement of cash fl ows. https://
www.ifrs.org/issued-standards/list-of-standards/
ias-7-statement-of-cash-fl ows/
  THE JOURNAL OF HOSPITALITY FINANCIAL MANAGEMENT 77
ISHC. (2018). ISHC CapEx 2018. International Society of 
Hospitality Consultants and Hospitality Asset Management 
Association. ISHC.com.
Lodging Staff . (2019, February 25). U.S. lodging outlook good 
through 2020, according to CBRE forecast. https://lodging-
magazine.com/u-s-lodging-outlook-good-through-2020-
with-economic-blip-in-2021-says-cbre/
Miao, B., Teoh, S. H., & Zhu, Z. (2016). Limited attention, 
statement of cash fl ow disclosure, and the valuation of 
accruals. Review of Accounting Studies, 21, 473– 515.
Oler, D. K., & Picconi, M. P. (2014). Implications of insuffi  -
cient and excess cash for future performance. Contempo-
rary Accounting Research, 31(1), 253– 238.
Petro, F. (2011). Forecasting for publicly traded compa-
nies. Journal of Business Case Studies, 7(2), 51– 60.
Robert Morris Associates, RMA, & Risk Management Associ-
ation. (1977). RMA Annual Statement Studies (Online).
Ryu, K., & Jang, S. (2004). Performance measurement through 
cash fl ow ratios and traditional ratios: A comparison of 
commercial and casino hotel companies. Journal of Hospi-
tality Financial Management, 12(1), 15– 25.
Schmidgall, R. S. (2016). Hospitality managerial accounting. 
(8th ed.) National Restaurant Association and American 
Hotel & Lodging Educational Institute.
Schmidgall, R. S., & DeFranco, A. (1997). Cash is becoming 
king!. Club Management, 76(3), 40, 42.
Schmidgall, R. S., & DeFranco, A. (1998). Cash fl ow practices 
and procedures in the lodging industry. Journal of Hospital-
ity and Tourism Research, 22(1), 72– 83.
Schmidgall, R. S., & DeFranco, A. (2019). Where is the cash in 
clubs? International Journal of Hospitality & Tourism Admin-
istration. https://doi.org/10.1080/15256480.2019.1650689
Sharma, D. S. (2001). Th e role of cash fl ow information in 
predicting corporate failure: Th e state of the literature. 
Managerial Finance, 27(4), 3– 28.
Silwoski, L. J. (2018). Understanding closely held company cash 
fl ow. Journal of Corporate Accounting & Finance, 29(3), 83– 90.
Stasavage, D., & Moyo, D. (2000). Are cash budgets a cure for 
excess fi scal defi cits (and at what cost)?. World Develop-
ment, 28(12), 2105– 2122.
Weygandt, J. J., Kieso, D. E., Kimmel, P. D., & DeFranco, A. L. 
(2009). Hospitality fi nancial accounting. Wiley.
